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I EXECUTIVE SUMMARY

The purpose of this study is to examine the feasibility of sharing a common Electronic Benefit
Transfer (EBT) system between the Food Stamp Program (FSP) and the Special
Supplemental Food Program for Women, Infants, and Children (WIC). Sharing of systems
can be effectively accomplished only if the shared system meets both the common and the
unique needs of both programs. Similar to the arguments favoring piggy-backing on
commercial point of sale (POS) systems, the potential benefits of sharing a single system are
numerous and include:

. Elimination of the need to issue multiple cards to households that participate
in both programs;

. Utilization of a single POS terminal at retailer’ check out lanes;

. Sharing of communications networks and central processing capabilities;
. Merging of financial transactions to reduce transaction related costs;

. Sharing a common set of system rules and standards for operations; and
. Simplification of retailer, vendor, participant and recipient training.

Although the interest in developing and implementing EBT systems around the country is
accelerating, only one small pilot program in Wyoming has tested delivery of WIC benefits
using EBT. EBT systems may utilize on-line (magnetic stripe card access) or off-line (using
smart card access) technology. The EBT systems that have been designed to accommodate
multiple programs combine FSP with cash programs such as Aid to Families with Dependent
Children (AFDC), and General Assistance (GA) using on-line technology. A demonstration
project in Dayton, Ohio delivering Food Stamp benefits using off-line technology is currently

' Readers should note that the words retailer, vendor and store are used interchangeably throughout this

report to refer to the population of retailer grocers that participate either in the Food Stamp Program, WIC
or both.
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being evaluated. Several of the on-line EBT systems have resulted in a clear preference for
the electronic delivery mechanism over the paper alternative; the off-line programs have not
yet published reports to indicate a preference for electronic delivery of benefits.

The primary difference between on and off-line approaches for EBT is the location of the
cardholder authorization database. In the off-line model, this database is stored in the card.
In the on-line model, it is stored centrally. Each purchase is validated against the values in
this database including identification of the cardholder and the amount of the purchase
versus the funds available in the account. In the on-line environment, this verification is
performed via an on-line communication to the central computer. In an off-line
environment, the verification is performed within the store location. More detailed
information on each approach is provided within the body of this report.

The success of the EBT pilot programs, in combination with recent legislation, indicate a
growing need for the development of a standard delivery vehicle onto which multiple benefit
programs can be added. Most states that are investigating EBT are examining the
challenges posed by the requirements of the WIC program, though few have proposed
substantive solutions. States considering EBT programs should review the needs of the WIC
program and the FSP as well as cash assistance programs in the systems design. It is likely
to be more cost effective to incorporate these needs in the design and development stages
than to retrofit the needs to an existing system. This study represents an analysis of the
requirements of both WIC and FSP, and presents a discussion of the opportunities,
advantages, and disadvantages for combining WIC and Food Stamps onto a single EBT
system.

OVERVIEW OF FOOD STAMP AND WIC EBT REQUIREMENTS

The nature of Food Stamp and WIC requirements stem from the historical purpose of each
program. The purpose of the FSP is to increase the food purchasing power of low income
families for the specific purpose of purchasing a nutritionally adequate low cost diet. The
purpose of the WIC program is to improve the health of pregnant and nursing women,
infants, and children under the age of five by providing specific nutritious supplemental
foods, nutrition education, and health care referral services. As a result, WIC benefit usage
is far more restrictive than FSP benefit usage.

WIC participants are generally issued paper food instruments (referred to as the food
prescription) that can be redeemed for specified food items such as milk, eggs, cereal and
formula. The retailer accepts these food instruments and converts them to value by entering
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the value of the goods provided on the instrument and submitting it to the State for
reimbursement. FSP recipients are issued paper food coupons. Like currency, each coupon,
which come in denominations of $1, $5, and $10, carries a discrete dollar value. These
coupons are redeemed by food retailers on a dollar for dollar basis. Thus, food coupons are
similar to cash given for a specific purpose for use at any store, while WIC food instruments
are more analogous to a blank check with a specific purpose and limited value.

Redeeming WIC benefits through EBT is a complex process since transactions need to be
authorized against specific food items within the food instrument rather than against a
discrete dollar value. Each WIC transaction therefore typically requires multiple
authorizations across different food items rather than a single authorization. WIC
transactions also require that the food items be converted to value in order to reimburse the
vendor. For example, within the WIC EBT transaction, the system must have the capability
to verify that the card holder is entitled to purchase the specific item (e.g., eggs) and then
convert one dozen eggs to $1.00. Finally, WIC administrators would like an EBT system to
be able to maintain the current food prescription inventory for each participant to eliminate
the current "one time shopping” restriction on participants associated with the paper food
instruments.

In comparison, redeeming Food Stamp benefits through EBT is a relatively straight-forward
process. Recipient benefits are established in an account that is authorized to a specified
dollar limit. The value in this account is reduced commensurate with the value of the
participant’s entire FSP transaction. One transaction is made to the account that represents
the total of all FSP-eligible items in the transaction; similar to typical commercial debit card
processing.

The functionality described in these processes implies that WIC EBT requirements exceed
the requirements of the FSP. There are also examples of system constraints in the EBT on-
line FSP regulations that exceed the needs of WIC. These constraints largely stem from the
requirement to minimize discrimination of FSP recipients at the point of sale and include
specific requirements for lane equipage at food merchant locations and portability of
benefits. The on-line FSP EBT regulations also include a cost neutrality provision that
specifies the operational costs of an EBT system including the amortized cost of capital
expenditures and other start-up costs cannot exceed the costs of the current system. This
requirement is in addition to a current provision that retailers be able to participate in an
FSP EBT system at no added cost to them. These latter requirements, while significant, do
not alter the functional requirements that the EBT system must perform.
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WIC/FSP EBT SYSTEM ALTERNATIVES

The challenge in defining either an independent WIC or combined WIC/Food Stamp EBT
system is the conceptualization of the front-end food prescription inventory system. The
"back-end" financial transaction settlement process is not significantly different from those
processes used either in commercial debit and credit card structures or in existing Food
Stamp EBT demonstrations. The electronic authorization of transactions (approval of a
specific transaction based upon a pre-determined dollar limit) can occur either within the
front-end food prescription inventory process or via an on-line or off-line authorization as
part of the financial transaction. Food Stamp demonstration systems and commercial
debit/credit systems incorporate the authorization function as part of the financial
transaction.

This report presents two EBT system alternatives for jointly delivering FSP and WIC
benefits electronically. These alternatives are differentiated based on the extent of WIC
program functionality incorporated into the EBT system.

Baseline Model

The Baseline model describes how WIC could be integrated with existing FSP EBT systems
at minimal cost. Because the Baseline model primarily addresses the back-end financial
transaction and maintains the use of paper for the front-end food prescription inventory, the
Baseline concept only provides the automation of the WIC financial transaction and
eliminating the need for the retailer to complete, process, and submit paper vouchers or
checks for reimbursement of WIC purchases.

Enhanced Model

The Enhanced WIC model describes how an electronic food prescription could be
implemented. This enhanced model eliminates the need for paper food prescriptions, and
is designed to enhance the nutritional counseling aspects of the program, as well as facilitate
the determination of food item eligibility through a UPC comparison with the WIC food
product code on the food prescription.
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EBT TECHNOLOGICAL SOLUTIONS

The functional requirements of the Baseline and Enhanced WIC models can be met through
systems designed to use on-line technology, off-line technology, or a hybrid solution. Some
advantages and disadvantages of these solutions are further discussed below.

On-line Technology

On-line systems are accessed through the use of magnetic stripe cards. Bank ATMs utilize
on-line technology for authorization of cash withdrawals (by checking available balances of
accounts and providing authorization to the terminal to dispense the requested funds, or a
denial of the request). Commercial applications at the point of sale for debit and credit card
transactions also utilize magnetic stripe on-line technology. In this study several processing
alternatives were examined using on-line technology including:

1) the authorization and posting of only the financial portion of the transaction
(Baseline models),

2) the establishment of an interactive communications link between the vendor
and the processor,

3) the download of a PC file to a specified vendor at the beginning of each
voucher period, and

4) the temporary download of an individual’s food prescription to the point of
sale for item authorization.

The first alternative is the Baseline on-line option, the three other alternatives are discussed
within the Enhanced WIC models. Of these three, only the latter model was judged to have
the potential to meet the program and performance requirements of the WIC program while
at the same time meeting the processing response time required by the retailers. Further
examination of the Enhanced WIC on-line model may be warranted to evaluate the
performance in a processing environment. It should be noted that the delivery of WIC
benefits using on-line technology has not yet been tested.

Off-line Technology

There are several different technologies available for off-line systems. There were five types
of off-line access cards presented in "The Feasibility of an Off-Line Electronic Benefit
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Transfer System for the Food Stamp Program”. These include: standard magnetic stripe
cards, smart cards, optical memory (laser) cards, token cards, and non-standard magnetic
stripe cards. Recommendations of this technology for programs with prescription benefits
(such as WIC and Medicaid) centered around the use of optical memory cards or smart
cards. The off-line demonstrations of EBT systems currently in use are based upon smart
card technology.

Based upon the experience of the Wyoming off-line EBT demonstration for WIC benefits,
off-line models present a potential means for meeting the needs of the FSP and WIC
program in a combined system. Smart card technology, however, has not yet been adopted
by the commercial sector and it has been argued that the full cost-effectiveness of EBT can
only be achieved through integration with commercial card processing. The comparative
costs of an off-line versus on-line solution are being examined in the evaluation of the FSP
Off-line EBT Demonstration currently being conducted in Dayton, Ohio and through further
development of the Wyoming WIC EBT demonstration.

A Hybrid Solution

While hybrid smart card solutions (utilizing both magnetic stripe and integrated chip
technologies) should not be quickly dismissed, they provide minimal advantage to a
combined FSP and WIC EBT system over an independent WIC smart card system. In a
hybrid model, FSP items are processed using magnetic stripe, on-line technology, while the
WIC transactions would utilize the smart card technology for the food prescription
maintenance, and on-line processing of the financial portion of the transaction. Not only
would certain lanes need to be equipped with terminals capable of reading both smart cards
and magnetic stripe cards, but multiple cards would need to be issued to households
receiving FSP and WIC benefits, and the WIC program would incur the cost of on-line
transaction processing fees.

RETAILER POS SOLUTIONS FOR THE ENHANCED FUNCTIONALITY

In addition to discussing the relative merits of on- and off-line systems, this report discusses
potential solutions for the front-end prescription functionality required by an EBT system
designed under the Enhanced WIC model. The possibilities for meeting the requirements
of a front-end prescription capability are presented in terms of the degree of integration with
existing vendor POS systems. The retail configurations are as follows:
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. Stand alone - This alternative, most applicable to the small retailer, does not
require integration with existing POS equipment. Processing is performed on
a PC at the retailer.

. Stand beside - The stand beside solution requires that an interface be built to
the retailer’s POS system to accept UPC and price information. All
processing is performed within a self contained WIC module.

. Fully integrated - This alternative requires that the retailer’s POS system be
modified to perform WIC specific functions. This system is most applicable
to the larger supermarkets and chain stores which have integrated scanning
and inventory systems.

The selection of the most appropriate alternative is dependent upon the capabilities of the
vendor community in which the EBT system is implemented. For example, large
supermarket chains with sophisticated processing capabilities may elect to modify their
existing systems to meet the needs of the program. Smaller vendors with existing scanner
and inventory systems may elect to implement the stand beside solution. Those vendors
without existing equipment may require implementation of the stand alone solution.

ISSUES FOR CONSIDERATION

This report presents models supporting the conclusion that FSP and WIC program benefits
can be combined in an EBT system. A fundamental issue that must be considered in
determining which model is appropriate is the degree of functional integration. The
Baseline model presents FSP and WIC program integration at the back-end (financial)
process only; the Enhanced model incorporates the front-end (prescription) functionality.

A full cost analysis of the alternatives is not presented in this report; however, the cost
components are discussed as they relate to the incremental costs of adding WIC to an
existing FSP EBT system. The main trade-off between the on-line and the off-line systems
occurs between the cost of terminals and cards in an off-line system versus the higher cost
of telecommunications in an on-line system. In both the on-line and off-line Enhanced
Models, the in-store configurations will be decided by the participating retailers.

Several topics must be addressed in determining which model is the "best" one, based upon
the selection criteria. Further study of the technological feasibility of the on-line version of
the models is warranted, based upon the data transfer and data format requirements.
Additional issues for consideration include: economies of scale produced by merging the
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programs with current systems; the costs of terminal deployment (to meet regulations, or to
upgrade capabilities) and telecommunications; processing time in check-out line at the
retailer; the degree of system automation; and EBT card costs. An effort has been made
within this report to provide several options for combining WIC and FSP benefits onto a
single EBT system. As noted above, further research on the models would be required in
order to provide a definitive recommendation.
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I BACKGROUND

Federal and State agencies are exploring the potential to provide better service to recipients
and reduce operating costs through implementation of Electronic Benefit Transfer (EBT)
Systems. In order to reduce unit operating costs and achieve economies of scale, multi-
program EBT system demonstrations utilizing a single card interface are being assessed.

The purpose of this study is to examine the feasibility of sharing a common EBT system
between the Food Stamp and the WIC Programs. Despite the potential benefits, a shared
food stamp/WIC EBT system must meet both the common and the unique needs of each
program if it is to be effective. This study presents an analysis of the requirements of both
the FSP and WIC program and presents a discussion of the opportunities, advantages and
disadvantages for combining WIC and Food Stamps on a single EBT system.

Although the pace of implementation of EBT systems around the country is accelerating,
WIC implementations have been limited. Most EBT systems are designed to accommodate
the FSP and certain cash programs such as Aid to Families with Dependent Children
(AFDC), Child Support Enforcement (CSE), and General Assistance (GA). With the
exception of the State of Wyoming, no state has tested an EBT solution for the WIC
program due largely to the more complex WIC program requirements. Several states,
however, are initiating plans to determine the feasibility of combining the delivery of WIC
benefits with other programs through the use of EBT.

OBJECTIVES OF THE STUDY
There are four main objectives to this study. Each is discussed below.

Describe, Compare and Contrast the Existing or Future Functional Requirements of the
Food Stamp and WIC Programs

In order to determine the feasibility of integrating the two programs into one system it is
critical to describe the similarities and differences in functional requirements between the
Food Stamp and WIC programs. The functional requirements of each program in an EBT
environment are described in the "Comparison of Functional Requirements" section of this
report classified in the following categories:

. Authorizing Access to Benefits;
. Delivering Benefits to the Recipient/Participant;
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